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NATIONAL FORFIGN ASSESSMENT CENTER

WASHINGION, D.C. 20505

3 DEC 1D

co
—

MEMORANDUM FOR: Ambeassador Jeane d. Kirknatrick !
1EM h ' . L
Permanent Representetive to the United Nations

UBJECT : The Impact of Global I\"c:{:ot_mtx‘ons oh
International Financial Ihstitutions

w

. . 3 ihat decoribos the impa.ct
1. Attached is the memorzndun you rcquested thal ©escrioes the impact of

Global Negotintions on the international finaneial institutions.

i M Pyied el Teenies Dranot o e
2. _Questions may be dirceted to Chief, Third worlg Issues Branch, Deonoenies

25X1 Division,

PITCCLoL
LGlobal Issues

Attachment:
Irnpact of Global Negotiations in the UX
cn International Financial Institutions,
GI-M-81-10244, Dccember 1981
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This memerandum was prepared by
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CENTRAL INTELLIGENCE AGENCY
National Foreign Aszzssment Center

Impact of Global Nevotia tions in the UN

on Int Ering mm al Financinl mh(lmon&,

Summary

At the Cancun Summit in October leacders of 22 industrialized end developing

countries agreed to renew attempts to launch a process of Global Nego otiations in the

ons
United Nations. The Third World appears ready to compromise utopian plans {or
restructuring the world cconomy and accept negotiations that weuld provide procedural
protection for the competence of the World Bank and the In’lét'n:‘:tiorml I\'Ionet'ary Fund.
Slobal Negotiations in the UN will provide the Third World political levera to

accelerate cvolutionary change in the international financiol

institutions but will not

damage their independent Jegal status or gutonomous decisionmaking.

e

Office of Glebal Issucs, at the requesT of AmDassacor Joane Jo KITKpATNICK, el miient
Representative to the United Nations. 1t has L 2en coovdinated with the Office of Ee
Asian Analysis and the Office of Furopenn Affairs within NFAC. Information availel
as of 2 December 1981 has been used. Ceonmsments and guorics are welcome and may be
addressed _to Chief, Thivd World Jssuces Rranch, Feonomies Division, Office of Global
issues
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The ambiguous {inal rcport issued at Cuancun gid not set any time frame or

mechenisin to begin Global Negotiations.  To keep the proce
Asso

However, thic

different coneepts of Global Negotiations.

The G-77 wants Globsg

34/138. In 1879 the General Asse

negotiations to restructure “international cconomic

principles of justice and equality.”

ss aliv
United States and the LDCS' caurus, Uie Group of 7

al Negotiations based cn General

7A(G-7

relations on

¢ the

Assembly

the

UN Genera

mbiy must pass a resolution before its current scssion ends in late December.

7), maintain quite

Rescelution

mbly decided fo launch a round of global and sustained

basis of the

Nepotiations were to take place within the UN
system on s:uch topics as rew materials, cnergy, trade, development, and money and
finance. The General Assemmbly was given a central role 1o ensure o coherent and
integrated approach involving the simultanecous sarticipation of  the specialized

25X1 agencies.,

The United States now rejects 34/138 and will scek new language compa ibie with
the four ”undcrstundings“ it gdvanced at Cancun.  The US insists that Global
Negotiations:

0 Dé&l with speeifice, identifiable obstacles to development.
o Mt create new institutions or wesken the power of speeinlized agencies
ch es thc IME and World Bank.
o Tocus on international growil and development that is autaally
beneficeial to hoth industieialized states and LDCs.
o Take place in a cooperative, nonpolemic atim nspﬁc-rc.
The Prosident of the General Assembly, Isimat IGttaniy s consulilng with UN

deleeations in an attempt to ronch g conscrsus solull

schicve on ambiguous
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making Resoluticn 34/138 the basis for the negotintions. 1f such a solution is accepted,

Global Negotiations comd begin in carly 1982,

The UN and the Spe wh/u \m\nm(‘%

The UN and the Internatxo:‘.ﬂ Moretary Fund end International Bank for

Reconstruction end Development (World Bank) « iatinet internalional organizeations

that derive their power from scparote treaties.  While the General Asseibly has the
.. : : . » ror S TR - N
power to disc¢uss and make recommendations, 1t has no control over the I'und or the

Bank. The General Assembly by passing a resolulion canno

allocation of

legel powers in the UN Charter and transform itsclf into a dec sionmaking body or

chanze the nature of the relationship with specialized agencies. The formal mechanism

of interaction belween the agencies and the UN is & process of consultation and

recommendation. Each orgenization s required to  “consider" proposals  or
recommendations of the other, but there is no commitment to act.  The founding

. . - T -
agreements also provide for reciprocal representation, exchange of information, and

~

varicus laison fu ione.

he link between the United Nations and the international financial institutions is
defined in the UN Charter, the Articles of Agrecmoent of the IMF and the World Bank,

and scperate agreements that brought the speeialized arencies into relationship with the

United Nations. It is important to note that the IMF and the World Bank may terminate

their relationship with the UN upon six mionths' written notice.

According to the Charter, the General Assembly may make recommendations

cencerning international cconomic ccoperation. It has broad powers to discuss any

question or matter relating to the powers and function of the specialized egencics and

may maehe e

cecommenditicns for the coordinetion of the pelicies and activitics of these

HEZLICIOS,

he UN Charter indicates that the speciulived agencies are established by
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intcrgovernmental agreet crments and that their wide international responsibilities are

defined in their own founding instruments. The UN Feoncinie snd Social Council is the

body that is authorized to enter into agreoments with spueialized agencies  that

determine their rc]ntionship with the United Nations, subject to approval by the General

05X 1

Assembly.

The Articles of Agreement for the World Bank and the MY euthorize cooperation

with other international organizations. Any arrangement for cooperation that involves a

rmodification of any provision of the Articles is subjeet to an emendment procec lure. This
requires the approval of the Donrd of Governors where weighted voting epplies and
acceptance by three-fifths of the members with four-fifths of the voling power. As a

practical matter, the US currently can veto any amendment beeause of its voling

5X1

strength.

-]

he agreements that brought the IMF and the \‘x’or.ld Dank into reiationship with
the UN specificu Hv weknowledged the antonomous nature of these financial institutions.
The agreement with the Bank provides that "by reason of the nature of its international
responsibilities and the terms of its Articies of Agreement, the Bank is, and is required
to funclion es, an independent organization.” With respeet to the sensitive issue of loans,
for exemple, .the UVN explicitly recognizes that "anetion to be taken by the Bank on any
losn is a matter to be determined by. the inc'mpcnéont exereise of the Bank's own

judgment.” The UN also rceognizes that "it would be sound policy to refrain from making

recommendulions to the Benk with respect to particular loans or with respect 1o terms or

5X1

conditions of financing by the Rank,
g

G-77 Demands for Chanoe in the Spoeci
.. ——— e e e e e e e mm e —am

ized Aoencics

As lone as the process of Globnl Negotintions is Kept within the UX framewerk th

General Assembly can do nothing more than make recammendations Lo the internations

finsneial institutions.  Anv change will have to be made from ~vithin the orgnntzntions

- 4=
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themselves according to their rules of procesiure. Thus, progress towerd Third World

demnnds depends on the G=77's ability to use the Gereral Asscinbly to apply political

pressure on the internal decisiommaking proces. &S of the specialized agencies

The G-77 wants the IMF and the World Bank to serve as agents for Third World
development. - The industrial nations ecreated the international financial institutions

hefore most Third World nations achicved independence, and the G-71 cmims that the

structure and the objectives of the Bank and the Fund need to be "modernized" in order

L

to meet the needs of the contemporary international cconomy. It wants to:

o Expand resources available for lending to the LDCs by permitling the
World Bank to guarantce and the IMF to co-finance private bank leans.

o Link creation and allocation of Special Drawing Rights (SDRs) to LDC
development needs.

o Ircrease availability of IMF rescurces to LDCs by ecasing the
conditionality requirement that a government implement deflationary
econoinic policies in order to qualify for feans.

o = Increase -LDC pearticipation in Bank and Tund decisionmaking by
modifying the existing system of tying a country's voting strength to its
financial contribution. '

o Create a World Rank alfiliate to provide concessional financing for LDC
5X1 energy projects.

Receplivity to Reform

There is virtually unanimous support emony industrialized countries to maintain
the existing voting structurc in the IME and the World Bank. They sce weighied voling as

the key to preserving the finsncinl integrity of ihe Bank and the Fund. However, most

industrial countries are to varving depgrees willing to consider marginal reforms.

Their reeeptivity is based on severat factors.  Practically all believe poverty
nourishes  politieal iostability and invites Soviet meddling, and sce industrialized

counirics’ generosity as stabilitv-cnhancing. Severnl think ivcercesing the volume of

North-to-South resource transfers will inercose the Third World's purchasing power, and

henee  its demend for industeishzed  countries’ eoxports. Most believe effective
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- Assembly’s suggestions, make their deeisions on developinent policy, and report back. In
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management of the international monetery svstein reqguires greater Third World

cooperation. Many have profitable political and cconomic reletionships with Third World

countries, and arc anxious to appear councilintory to the G-77. 25X1

Thus far, most industrial nations have given the G-77 political support but have
meaintained basically conservative positions in the international financial institutions.
Clobal Negotiations could be the catalyst that impels industrislized countries to make a

peliticel decision on whether they wish to transform their reformist sentiment into

t

cencrete action.

The G-77 will use Global Negotiations to pursue its strategy of making reform of
the international finaneial institutions a political as much as an ceonomic guestion. Most
UN memberé énvissgc Global Negotiations in three phases. In the first ;;?‘:'z:‘:ase the General
Assembly will _i:»;sue guidelines und recommendations to the specialized ageneies. The G-
77 will use this segment to dramatize and politicize its demands by packaging them into
a "world economic development plan.® Tt will then press the industrialized countries tc;
commit themselves before the onset of the sccond phase to reform the finaneial

Institutions.  In the second phase the snceialized agencies will consicer the General

Y

the third phese, the General Assembly will assess the worle of the specialized agencies.

There are incentives for “most incustrialized countries to acquicsee to the

principle of reform.  Domestic political and ceonomice conditions inhibit them from

making significant concessi

ong to the G-77 on trade and aid. The industrialized countries
view marginal referm in the financial institutions as a relatively low-cost methoed of
pursuing  their higher priority ehiective of

and ecconomie

relations with the Third World,
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A few industrial countirics will take the lead in

mobilizing the latent support for reform. if they construct a position that ircorporates
some G-T77 demands but appears to preserve the integrity of the financial institutions,

they will attempt to nudge other developed countries toward a consensus position within

ne LEC and the GECD favoring reform.

Prospects

Consensus on proposals in the General Assembly will not translate direetly into

specific decisions within the finanecial institutions. The finance ministries of major

c
w

industrial nations have = strong voice in their governmont's policies within the IMF and

the Werld Bank and will resist change. During the complex technical negotiations within
the finanoigl institutions, vague gencralities will emerge es viatered down concrete
acticns. The @rofessk»nal staffs of the finzneial institutions favor deecisions based on
economic rather than political eriterin.  Nonetheless, the international financial

imstitutions are increasingly sensitive to LDC requests for concessional development

assistance,

Global Negotiations in the UN are likely to moderately aeceierate the process of

evoluticnary change within the inlernntionsd finnncial institutions. The independent

nature of the financial institutions and the power of weighted voting give the United

Q4 3 3 I - N ~ 19 % . s et -
states a veto and the ability to eontrol the pace of change. Political and economic

incentives for Western Rurope and Japan to lend suppert to Third World propossls mean,

however, that the United States may have 1o act alone to ensure autenomy and finaneiel

discipline of the IMF and the World Bank.
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